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PATTERNS OF ECONOMIC DEVELOPMENT
Economic devclopment is increasingly becoming the central theme of economic thought. In the period which started

with the end of World War 11, the problem of economic
development increasingly occupies the center of economic
thought. Before that time economic development played
a minor role in the thought of economic theorists, particularly among economists of the leading capitalist countries.
Their thought at that time was chiefly concerned with problems of economic equilibrium. This was so because development was considered in these countries as something which
is taken for granted and which comes about spontaneously,
and therefore need not be given special attention.
In more recent times, however, two events occurred which
had the effect of making economists conscious of questions
of devclopment, One was the development of the socialist
countries which started with the Russian Revolution after
FVorld War I, the emergence of a number of socialist economies in Eastern Europe, and finally the embarkment of
the largest nation in the world, China, on a road of s
o
cialist development. These were, in any case most of them,
countries which were formerly to a lesser or greater degree
underdeveloped, and which after the social revoIutions had
taken place beg-an to develop in a very rapid way. T h e
ninst important of them,the Soviet Union, became in a brief
period of forty years the second industrial power in the
rvorld. This was one factor which drew the attention of
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economists throughout the world to problems of develop

men t.
The other factor was the national revolutionary movements in the countries which formerly were colonial, semicolonial, or in some other form dependent on the leading
capitalist powers. The national revolutions, which in a number of countries were victorious, led to the establishment of
new independent states or to the emancipation of existing
dependent states from foreign political and economic domination. These countriee considered economic development
and progress to be their chief problem. The international
importance of the national revolutions became so great that
the whole problem of underdeveloped countries, of their
economic progress, became a major, I may say the major, international problem. Thus again attention of economists was
drawn to problems of economic development. We may say
that today economic science is becoming increasingly, so
to speak, development-conscious; the theme of development
becomes the central theme of economic thought.
As a result of these historical events which I have outlined, we a n discern three historic patterns of economic
development. One is the capitalist pattern which was £01lowed by the countries of Western Europe and the U.S.
The second is the sucialist pattern which was started in the
Soviet Union, then extended to a number of countries in
Eastern and Central Europe, then to China and some other
Asian countries. The third is what I shall call the national
revolutionary pattern which is establishing itself in countries which emancipate themselves from colonial or semicolonial dependence. In today's lecture, I intend to give
a brief comparative analpis of these three patterns d economic development. Before going into that, however, I have
to state what is the central issue of economic development.
The essential feature which appears in all these three
patterns and distinguishes a developing economy from one
which is more or 1- stagnant in traditional ways of life-

the essential factor of economic development, or in other
words, its essential mechanism-is the increase in productivity of labor. This is achieved in three ways. One is the
accumulation of part of the product of the economy for
purposes of productive investment, the second is technical
progress, and the third is the improvement of organization
of economic activities. All these three ways of increasing the
productivity of human labor are strictly related one to another, appear in every developing economy, and are common
to a11 patterns of economic development. The most important of the three is undoubtedly productive investment.
In the older economies which were stagnant through centuries, or even longer, there existed various obstacles that
hampered economic deveIopmeat. These obstacles consisted
essential1y in the following: the raources avaihble for pre
ductive investment were very small. This was so for two
reasons. With a low productivity of labor the surplus of
produce over what is needed to maintain the labor power
of the community was very small, This economic surplus,
as I shall call it, was small, but in addition a substantial
part, in most a s e s even the major part of it, was used for
non-productive purposes, This non-productive use of the
economic surplus was due to the system of social relations,
either feudal or in many countries even prefeudal, as for instance, in some countries of Gbrim. Under these wnditioas
the amount oE economic surplus available for productive
investment was very small and this was responsible for the
stagnant character of these economies. In addition, the patterns of economic activity were dewmined by traditio~
An economic mentality existed which was not conducive
to innovation, to improvement in the technology of production. This further contributed to the stagnant character
of the societies in question.
In all the patterns of economic development mentioned,
development starts with overcoming these obstacles. This
implies overcoming the feudal or prefeudaI system of social

relations and the mental traditionalism attached to it. This
is necessary in order to be able to utilize a major part of
the economic surplus for purposes of productive investment.
The removal of feudal or pre-feudal social relations always
marks the beginning of economic development; it is common to all the patterns of economic development mentioned
above. The difference between the three patterns consists
in the way in which these mditional obstacles are overcome and broken down, as well as in the way in which part
of the economic surplus is mobilized to serve for productive
investment. It is here that the difkence in the three patterns emerges.
The oldest of these patterns is the apitalist pattern. Before World War I, it was considered to be the only possible
pattern, and one which is universal. It was thought that
any country which wanted to enter the road of economic
development must repeat this pattern. Such was the unanimous opinion of the leading economlts in the old capitalist
countries. But even economists who were critical of the
capitalist system, and who held socialist views, shared the
same opinion. The founders of modern scientific socialism,
Marx and Engeb, believed that all countries would have
to pass through a stage of capitalist development, which is
a precondition to the development of a socialist society.
What was the wential feature of the capitalist pattern

of economic development? The essential feature was capital
accumulation and productive investment by the urban middle class. In Werstern Europe, in the towns, a middle class
-the bourgeoisie-deve~oped,which accumulated a certain
amount of wealth. Unlike the feudal classes it did not use
its wealth Em conspicuous consumption but turned it into
productive investment. That was the beginning of capitalist
develop men^
Where did the mmurces for such investment come from?
They came from dzertnt sources: in the b t place from
profits accumulated by the merchants who were the first

mpitalists. These profits were used for industrial investment
which soon brought further profits. This again provided a
source For new investment. Thus profits from trade and
production, partly also horn hancid operations of the middle class, became the basis of the investment which led to
capitalist development. But these were not the only sources.
In addition, there were others: one, and a very important
one in the emergence of capitalist development, was the
exploitation of colonies. Such exploitation hequently took
the form of direct plunder, to mention only the great plunder of India. Other € o mof exploitation were through trade
monopolies. At a later stage capital investment in colonial
or semi-colonial countries provided an important source
of capital accumulation and productive investment in the
countries of Western Europe. It contributed very much to
accelerating their economic development. Another source
was the ruin of small craftsmen and peasants, whose prop
erty was taken over by capitalists and turned into capital.
Finally, a certain amount of capital accumulation was
either carried out or facilitated by the state. It should not
be forgotten that particularly in the earlier stages of capital ist development, the state played a mther important part,
either directly investing in fields such as railroads, public
utilities, and sometimes even in industrial and commercial
enterprises, or subsidizing private enterprism. Particularly
in the construction of what is &led the infrasmcture or
the social overheads of productive activity, the state used
to be very active as an investor or in subsidizing private investments*Thus public investment played an important part
in the capitalist pattern of development.
Such was the way in which the countries of Western Europe and later the United States of America started upon
the capitalist road of economic development. ]Later, with
capitalist enterprise in industry, commerce, and finance
already established, the profits derived from these enterprises provided the source of further capital accumulation

and self-sustained economic growth.
This process of capitalist development was unequal in
various countries. International -pita1 investment came
into play as a factor accelerating the development of the
less developed countries. In the less developed countries,
the rate of profit was higher than in the more developed
ones. This provided an incentive for capital movements
out of the countries with a greater abundance of capital
resources to those where capital resour- were relatively
same. This helped to speed up the development of the
Iess developed countries.
Such was bridy the capitalist pattern of development
which, prior to World War I, appeared to economists-and as I said, to economists of all shades of opinion-s
a kind of univemI law of economic development, a way
which all countries must traverse. But we know horn historic experience that other patterns of economic develop
ment have emerged in the sodalist countries and, more
recently, in countries which I classified as camtries undergoing national revolutions.
We may ask what happened, what made the capitalist
way of development impracticable in solving the problems
of underdeveloped countria and made these countries embark upon other roads of economic development? The answer is that a new factor entered into the picture, This
factor is the development of monopoly mpitalism and imperialism. Monopoly capitalism and imperialism made it
impossible for the underdeveloped countries to follow the
traditional pattern of capitalist development. Thh h so for
a number of reasons. The most important is this: with the
development of large capitalist monopolies- in the Ieading
=pitalist countries, the capitalists of those countries lost
interest in developmental investment in the less developed
countria because such investment threatened their established monopolistic positions, Consequently, investment in
underdeveloped countries of mpital from the highly de-

veloped countries acquired a spe&c character. It went
chiefly into the exploitation of natural resourca to be utilized as raw materials by the industries of the developed
countries; and into developing food production in the underdeveloped countries to feed the population of the developed capitalist countries. It also went into developing the
economic infrastructure such as transportation, ports, and
other facilities needed to maintain economic relations with
the underdeveloped countries.
In consequence, the economies of the underdeveloped
countries became one-sided, raw material and food exporting economies. The profits which were made by foreign
capital in these countries were used not for reinvestment
in these countries but were exported back to the countries
where the capital came from. Or if used for investment in
the underdeveloped countries, they were used for investment in production of raw material, of food, and for construction of an inbastructure. They were not used for industrial investment on any major scale, which, as we know
from experience, is the real dynamic factor of modern
economic development. This is the essential reason why the
underdeveloped countries were not mpable of foIIowing the
classical capitalist path of economic development.
Furthermore, there were additional factors. For politid
reasons, the great capitalist powers supported the feudal
elements in the underdeveIoped countries as an instrument
for maintaining their economic and politid in0uence. This
provided another obstacle to the economic development of
these countries. The repetition of the classical pattern of
economic development in the underdeveloped countries,
with a few exceptions, turned out to be impossible. As a
result new patterns of economic development emerged.
What is the essential feature of the new patterns? I shall
first describe briefly the socialist pattern of economic development which by now has crystallized into a pretty clearcut form of economic organization, T h e socialist revolutions
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took place in countries which had a particular historic situation. They were underdeveloped, the classical capitalist
pattern was not workable, though there was some industrialization on capitalist lines. A limited industrialization
like that in Russia, produced an industrial working class
and a political movement of the working class which became
the chief agent of the social revoIution.
The socialist revolution started everywhere with two acts.
One was the nationalization of &sting mpitalist industry,
trade, finance, transportation, and the creation on that basis
of a socialist sector in the economy. The second act was an
agrarian reform which abolished feudal w i a l relations in
agriculture, divided the land among the peasants, and at
a later stage fostered cooperative development in agricultural production. These two acts provided the basis for
the accumulation of resources for productive investment.
The nationalized industries--trade, finance, transportprovided a pool of profits which were used for additional industrial investments. As new industrial establishments were
constructed, this pool of profits became larger. Again it was
used for new investment, and thus the nationalized industrial sector of the economy grew by means of reinvestment
of its own profits. In this way a p r m s of aelhustained
growth was started. However, these countria were underdeveloped and industry played a not very large role in their
economies and was not sufficient to provide resources for
the large-scale investment needed. An additional source of
investment was a contribution of the peasants. The peasants,
having received knd in the agrarian reform, were made to
contribute part of their proceeds by some form of taxation,
mostly compulsory delivery of the produce at a lower price to
the state. The revenue thus obtained was used for new investment. By reinvesting growing industrial profits and by
investing the contribution of the agricultural population
which benefited from the agrarian reform, a large a m m u lation was started. This made it possibIe to embark upon
12

economic development, and this development then gradually became self-sustained and cumulative.
This is the essential feature of the socialist pattern of ecm
nomic development. The third pattern, which I call the
national revolutionary one, is only in the making and has
not yet crystaIlized as clearly as the capitalist and the socialist patterns have. If you take the various countries which
have emancipated hemseIves from colonial or semi-colonial
dependence, you find rather large differences. Therefore, it
may be somewhat more difficult to give a brief synthetic
description of that pattern. Notwithstanding, certain general features are already apparent.
The general features of the national revolutionary pattern are the following. First, as in the socialist pattern, it
is the state and public investment which is the most active,
dynamic factor in economic development. The reason is
simple. In the countries in question not enough of a cap
italist middle class has developed to be capable of providing the capital resource for investment on a scale which
is needed to achieve a break-through from the old stagnant
into a developing economy. Therefore, public investment
must become the leading factor of economic development,
its very driving force. The second feature of the national
revolutionary pattern is that it relies on nationalization in
a diEerent way horn the socialist pattern. Nationalization
of private mpital plays a very prominent role in the socialist countries. In the national revolutionary countries
nationalization is usually limited to foreign capital or certain parts of it. Very Erequently the nationalization of foreign capital is not so much the result of an economic program, but of a political conflict with the old capitalist
countries which makes nationalization necessary as a means
of political emancipation and of asserting the independence
of the formerly colonial or semi-colonial countries. Nationalization does not as a rule cover indigenous capital.
The situation in these countries is dominated by the
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struggle for national emancipation and the assertion of national independence. This creates a broad basis of national
unity in which many capitalist groups participate and consequently take part in the national revolution. Furthermore,
in many countries the amount of existing private capital,
particularly in industry, is very small. There is not much
to be nationalized, not much which through nationalization may contribute as a source of capital accumulation.
Thus the national revolutionary pattern, while relying on
public investment as the dynamic and guiding force of
economic development, at the same time tries to mobilize
whatever indigenous private capital exists and to encourage it to take part in the investment-serving economic development, It tries to channel private investment into productive activity.
In most of the national revolutionary countries a certain
number of agrarian reforms take place. These reforms,
among others, serve the objective of inducing the revenues
coming from agriculture to be invated in industrial activity. Feudal 1aadhoIding and use of land revenues for conspicuous consumption are removed; former landholders are
encouraged to find their way into industrial investment.
Such is roughly the pattern of economic development
which begins to emerge and which I have classified as the
national revolutionary one. Both the socialist and the national revolutionary pattern have one feature in common.
Economic development is not spontaneous as in the classical
capitalist pattern but is consciously achieved through planning.
Economic planning was originally an invention of the socialist economy. But now it is gradually spreading throughout the whole world. Planning has been adopted as an
instrument of economic development by national revolutionary countries, and the idea of planning even begins to
enter the d d capitalist economies. Thus the new patterns
of economic development, which I have very briefly and

very generaily outlined in this lecture, also lead to the
development of a new technique of economic development,
namely of economic development through planning. Planning becomes the basic feature and instrument of economic
development in our time.

Lecture 11
PLANNING ECONOMIC DEVELOPMENT
Planning is a relatively new form of economic policy. It
originated with the socialist economies and is an essential
part ofsocialist economy. Under conditions where the major
part of the means of production become publicly owned,
it is only natural that the utilization of these means and
the prwess of production be subjet to a general national
economic plan. However, planning as a method of promoting economic development has not remained limited to the
socialist countries. 1t has spread first to the countries which
follow what I call the national revolutionary pattern of
economic development. In these countries it has become
-in a similar way as in the socialist countries--the main
instrument of promoting economic development. More recently the idea of planning is even spreading to the old
capitalist countries as a part of the growing preoccupation
with economic development.
As pointed out in my first lecture, in the capitalist countries the main preoccupation up to World War II was with
problems of economic equilibrium; development was a spontaneous process and was not a subject of particular attention. But the rapid development of the socialist countries
and the increasing importance of the problem of underdeveloped countries, which more and more adopt the national
revolutionary pattern of economic progress, have created a
15

challenge for the old capitalist countries. The challenge is
twofold. First, not to lag behind the rapid rate of dwelop
ment of the socialist countries, to keep up in the international competition between the socialist and the capitalist
economic systems, a competition which increasingly dominates the present world situation. Second, the need to find
a solution for the problem of economic underdevelopment
which has become a major issue in today's international
politics. Thus the idea of planning reaches even the old
mpitdist wuntriear. The fact that planning is connected
with many international problems also raises the question of
international cooperation in planning for economic development.
In the socialist countries and in the countries following
a national revolutionary pattern we plan economic development, because economic development would not, under
existing historic conditions, take place automatically. Consequently it must be pIanned.
What is the essential of planning economic development?
I would say that the essential consists in assuring an amount
of productive investment which is sufficient to provide for
a rise of national income substantiaIiy in excess of the rise
in population, so that per capita national income increases.
The strategic factor is investment, or more precisely productive investment. Consequently the problem of develop
ment planning is one of assuring that there wiII be sufficient
productive investment, and then of directing that productive investment into such channels as will provide for the
most rapid growth of the productive power of the national

.

economy
These are the essential tasks of development planning.
The problems which pfanning faces can be divided into
two categories. One is the mobilization of resources for
purposes of productive investment, the other is the direction
of the investment into proper channels. These are the essential problems implied in planning.

The first problem is that of mobilizing resources for investment. Taking the experience of the socialist countries
and of the countries following a national revolutionary pattern, a certain picture of methods employed for that rn*
bilization of resources can be drawn. The two chief methods
are: first--and this is the method which was paramountly
applied in the socialist countrieg~~ationalizationof industries, finance, trade, and the use of the p f i t s thus derived for purposes of investment. The ocher method, which
particularly plays a role in the countries following the national revoIutionary pattern, is nationalization of foreign
owned natural resources and the use of the profits horn these
resources for investment purposes.
A further method is the contribution of the peasants in
countries where agrarian reforms are carried out. The
peasants are required, in return, to make some contribution
to the state finances, which are used for purposes of investment. This frequently does not suffice and an appeal is made
to resources derived from general taxation, public loans,
and, in certain cases, also deficit financing.
These methods of raising resources for investment are ap
plied bath in socialist and national revolutionary countries
in various proprtions. There is also a method which plays
a particularly important role in the national revolutionary
countries, and which also played a role in certain socialist
countries during a transition period. This is the inducement of private savers to undertake productive investment.
This implies inducing private industrialists, traders, landownen, and financial groups, to invest a considerable part
of their income in the direction that is conducive to assuring the counay's rapid economic development, which
means essentially investment i n production. This can be
achieved by various means such as, for instance, taxation
of unproductive uses of wealth, compulsory saving, restriction on distributions of profits and on such uses of profits
as do not consist of productive invmrment, compulsory

lams, and all kinds of other measures. Finally, import of
foreign capital may be also a source of 6nancing productive
investments, I shaIl not speak today of the latter source b e
cause tomorrow's lecture will deal with it in greater detail.
7'hus sere is a whole catalogue of means applied in various proportions in different countries which provide the
resources necemry for subtantial productive investment,
By substantial productive invatment I mean investment
which is large enough to achieve a break-through, or as
some economists call it-to produce the "take-off," the passage from stagnation to intensive development. This obviously cannot be done by small amounts of investment which
are likely to peter out in a great number of minor projects.
Sufficient investment is required to produce a real, a qualitative change, in the structure of the national economy.
The second probiem b the direction of investment, and
here I shall distinguish three subproblems. The first is how
to allocate investment so as to assure the most rapid p w t h
of production; tde second is how to secure balanced development of the economy, balance between the different
branches of national a n o m y ; the third is how to mure
efficiency in the use of resource in economic development,
how to avoid waste of resour=. T h m are three sub-problems of the general problem of directing investment so as
to assure economic development.
The first sub-problem is the most important one. It is
concerned with choosing such types of investment as will
most rapidly increase the productive power of the economy.
This implies a concentration of investment i'n fields which
increase the capacity of further production; that means
building up the industries which produce means of pro
duction. It is only through development of the industries
which produce means of production that the production
capacity of the economy can be r a i d .
This can be done, however, either directly or indirectly.
It is done directly through investing in the construction of.
18

say, power plants, steel plants, machine industrim, raw material production, and so on. It is done indirectly through
foreign trade: instead of investing directly in the production,say, of certain machines it may be pod~ibleto get t h e

machines from abroad by investing in the production of
commdties which can be wld abroad in order to import
the machines required. Thus the productive power of the
economy mn be increased either directly through investing
in the production of means of pmiuction, or indirectly
through developing export iduscries which make it possible to import in the future the needed means of production. Which of these two methods is d depends on all
kinds of circumstances, on existing facilities for developing
either directly the output of means of prduction, or for
producing mmrnodities for export. However, if investment
in exportable commoditie~is undertaken, then ob~iously
it must be associated with importation, in exchange for these
exports, of machinery, steel, and other means of production
to increase the country's productive power.
However, investment in the production of means of p r e
duction is not the only type of investment needed. There
are two complementary types of investment which are necw r y . One is investment in agriculture to increase fd
production. The experience of economic planning, particularly in the socialist countries, has shown that with the
growth of industrialization, with an increasing part of the
population being employed in industries or transport services and so on, a considerable surplus a£ agricultural producu is needed to feed the non-agricultural population. Consequently, complementary to investment in the development
of the output of means of production must be investment
in agriculture to increase agricultural output. Also a certain
amount of investment in industries producing consumer
g w d s for the population is required, for the standard of
Iiving risa with the expansion of industrial employment
and output. These are then the chief directions of develop
19

mental inverstmentp. The first one is the strategic one, the
one which brings about economic development, and the
other two are of a complementary nature nece85ary in order
that economic development can pmeed moothly.
Finally, there is one i m p o r t . field of developmental investment, namely invatment in the general economic
structure of the country, such as transport facilities, roads.
and a h social services. These, too, are complementary investments needed to assure smooth economic development.
However, by themselves they are not a factor bringing about
development. One of the problems in many, if not most,
underdeveloped countria was-and this was a part of the
colonial or imperialist system-that there took place a large
investment in this economic ~ t r u c t u r epurely for the
needs of colonial exploitation, and not for development of
the productive power of the country.
In choosing various allocations of investment, or rather
the right proportions between various allomtiom of investment, the problem of the choice of technology arises, the
question whether to use l a h r or capital intensive methods
of production. Very frequently, it is argued that since in
underdeveloped countries there exists a large supply of unemployed or underemployed labor power, the most labor
intensive methods should be chosen so as to secure a rapid
increase of employment.
Usually the situation is such that there is a distinction
between the methods of production which employ much
labor and those which are more productive in the sense
of contributing more to the haease of net output of the
economy, i.e. of national income. Thus there emerges a
dilemma in underdeveloped countries whether to use methods which are l
a labor intensive, provide less employment,
but rapidly increase output and national income, or whether
to choose methods which are labor intensive but which
Iead to a slower rate of increase of output and national
income. The decision to be made depends on the period

*-
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for which you plan. If planning is made only for a short
period, then one might argue that the most labor intensive
method is the k t becaw it leads most rapidly to the absorption of unemployment or underemployment.
However, if you take a longer view of development, then
you find the following. By investing in methods, as well as
in industries, which yield a rapid increase of output, you
get a more rapid inaearse in national income. If a certain
proportion of national income, for instance 20 percent, is
invested, it turn out that by choosing the method and allaration of investment which increasear national income more
rapidly, even if it is less labor intensive, after a number
of years national income will have grown to such an extent
that the total amount of investment will become sufficiently
large to provide more employment. On the other hand, a
more labor intensive method would have Ied to a slower
growth of national income, and comequently a h to a
slower increase in the absolute amount of investment. Thus
after a certain period it always p a y h horn the point
of view of employment-to use that method and that allocation of investment which conmibut= most to the increase
in national income, i.e, the net product of society.
This is the basic principle to be ohserved in a plan which
aims at a rapid increase in the productive power of the
economy. It may be that a certain amount of unemployed
labor can be employed "on the side" in ways which use
very few mpitat resources, and thus can be called upon
to make some contribution to the increase in production
and consequently to national income. This is being done
very successfully in China. But still this is, so to speak, a
secondary line of activity. The strategic activity in securing
rapid development must consist of such methods of production and such alloation of investments as will mmt
rapidly contribute to an increase in net output. In the long
run, this proves to be the way which provides more employment than the alternative method of starting with labor
2t

intensive but leas productive investments simply in order
to diminish underemployment.
In planning economic development, the problem of foreign trade usually turns up as a major difficulty. The development of industry in any less developed country re
quires in the initial stage a considerable increase in imports
of machinery, steel, and other means of production. For in
the very beginning stage of economic deveIopment these
cannot be produced at home; this immediately puts a burden on the balana of payments. In the second stage, when
the basic industries which create the counery's productive
potential are already constructed and start producing, there
arises a requirement for increased imports of various raw
materials and aIso oE further imports of machinery to continue the process of industrialization. The process of industrialization, in turn, requires increased imports,
There are certain countries which are in a particularly
fortunate position, since they have large exportable resources
providing considerable revenues in foreign exchange. Before embarking on planned development, these revenues
ustially were not d,
or were used only to a smaIl extent
for productive investment. Now they can be used for that
purpose. To cite exampla: in Iraq export of oil provides
such a resource, in Ceylon the export of rubber and tea.
There are such resources in the United Arab Republic, for
example cotton; I would also classiEy as such an exportable
resource the Suez Canal. Countries which are in such a fortunate position have immediately available a certain amount
of foreign exchange with which they can import rnachines
and other commodities necfor industrial development.
Countries where such exprtabIe resources do not exist
or exist in small quantities have to go through a period of
austerity, cutting down imports of consumer goods, partic111arly luxury @,in order to kee the exchange necessary to import producer goods and raw materials, Very
frequently, it is exactly this necessity to impose a high de-

g e e of austerity on the consumption of imported goods,

which limits the possibility of rapid economic development.
Here, of course, the situation ma, be aided by foreign capital, £oreignIoans, but this is a subject which I want to deal
with in tomorrow's lecture. These are roughly the directions
of investment required to mure economic development.
These investments, however, must be coordinated; balancing investment and production in the different branches
of national economy b another important aspect of planning.
There are two kinds of balances which must be secured:
one is physical balance and the 0th- is financial or mane
tary balance. The physical balance consists in a proper evaluation of the rdations between investment and output. In
the countries which already have experience in economic
planning, invaunent c d i c i e n b are computed. These coefficients indicate the amount of investment, and aIso the
composition of that investment, in terms of various kinds

of goads needed to obtain an increase of output of a product by a given amount. For example, how much iron, how
much coal, how much electric power is needed in order to
prduce a n additional ton of steel? O n this basis the planned
increase in output of various products is balanced with the
amounts and types of investment. It is also necessarg to balance the outpuu of the various sections of tbe ecQsomy be
cause, as we know, the output of one branch of the economy
serves as input for producing the output of another branch.
For instance, the output of iron ore tiewes as an input in
the steel industry. In the last mentioned field, a special technique, that of input-output analysis, has been developed.
The physical balancing mentioned is necmary in order
that the output of the different branches of the economy
proceed smoothly. This is a condition for the internal wnsistcncy of the plan. If this condition is not observed, bottlenecks appear. The plan cannot be carried out because of
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physical obstacles, such as

of raw materials, of man-

power, etc.
The second kind of balancing is monetary balancing,
assuring monetary equilibrium in the economy. This consists in establishing an equilibrium between the incomes of
the population-wages, incomes of peasants and othersand the amount of consumer goods which will be available
to the popuIation. If the amount of incomes, or more precisely that part of the incomes which is spent for purposes
of consumption, should turn out greater than the amount
of available consumer gmds, inff ationary procmm develop.
Thus the financial or monetary b a b must establish an
equilibrium between the part of incomes devoted to consumption and the output of consumer
Further it
must establish equilibrium between the part of incomes of
the population which will be used for private investment
and the amount of investment goods made available to private investors. Finally, in the public sector a balance must
be established between the financial funds made available
for investment p u p m and the amount of investment goods
which will be produced or imported. In addition to these
balances, it is n m r y to establish the balance of foreign
payments and receipts. The financial balances are an important part of planning. Just as the lack of physical balance leads to physical obstacles to the smooth process of
production, so the lack of h c i a l balance leads to disturbances in the supply and demand for physical commodities, and finally also to physical disturbanma in the process

@.

a£ production.

Looking back upon the aperience of the countries which
have applied planning as a tool of economic development,
1 must say that it has usually turned out to be difficult to
maintain the proper financial balances. Few of these countries escaped hdationary pmmses during certain periods.
These processes were due to the wage bill rising more rapidly than the otrtput of c o m m a goods. However, in theory

and with the experience which has been gained in earlier years, it is today quite possible to plan the financial
equilibrium of economic development in a way which avoids
inflationary p m a s e s .
A last point-to be mentioned only briefly-is that of
securing efficiency in the use of resources in the process of
economic deveIopment. This is connected with the use of
the price system. The function of the price system in economic planning is twofold. Prices serve as means of accounting, m e I y as a means of evaluating cost of production,
value of output, and comparing the two. For this purpose
it is necessary to have a proper price system which reflects
the social cost (and, in the Aort run, the scarcity) of the
various means of production and the social importance of
the various products. Without such a price system, cost accounting would not have any objective economic significance. This is one role of the price system; the other role
is that of an incentive.
The plan of economic deveIopment has two aspects: in
the public sector it is a directive to various public agencies
and enterprises KO do certain things, e.g. to invest so mud?
in such a way, to praduce by such methods at such a cost.
With regard to the private sector, the plan lacks the power
of a directive, but is a desire expressed which must be fob
lowed up by creating incentives h a t will induce private
producers to do exactly the things which are required from
them in the plan. It is quite clear and does not require further explanation that with regard to the private sector the
price system, including interest ram, is an important incentive serving to induce the private sector to do the things
required from it in the plan. But also in the public sector
the need for incentives exists. It is not sufficient just to address administrative directives to public agencies and pub1ic
enterprises. In addition, it is necessary to create economic
incentives so that the public: agencies, enterprises, etc., find
it in the interest of their managements and their employees
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to do the things which are required fKnn them in the p h .
This again requira a proper price system.
Thus the price system plays, in planning, a role both as
a basis of accounting and as an incentive inducing the pee
ple to do the things required from them in the plan. A cer-

tain general observation may be made here. It seems to have
been a rather general historical experience that in the first
phase of economic development, particularly of industrialization, the problem of a proper price system is not the most
important one. In both the socialist and the national revolutionary types of economic development we find that in
the first period the main problem is not that of the details
of accounting or incentives. The main problem is assuring
rapid growth of productive capacity. The question of rapidity of growth overshadows the more subtle questions of highgrade efficiency. It is more important, for instance, to develop
the machine industry than to do it in the most efficient manner. Too much preoccupation with the subtleties of sonomic accounting may hold up action and slow down progress. It i s only at a higher stage of economic development,
when the national economy has become more complex and

diversified, that the problem of efficiency and incentives becomes increasingly important. It is then that the subtleties
of assuring the highest efficiency through proper cost accounting, properly established incentives, etc., come into
play*
Thus, though I do not want to minimize the importance
of the problem, I do believe that it is not the most important problem in the first stage of economic development.
In this first stage, the take-off stage, the real issue is to mobilize the necessary resources for productive investment, to
allocate them to the branches of the economy which most
rapidly increase the productive potential of the country,
and to do so by the most productive technological methods.
At a later stage, more subtle aspecu of planning come into

play. Thus a certain mdeness of planning in the early
stages of economic development is, I believe, quite justified.

ECONOMIC DEVELOPMENT AND INTERNATIONAL

COOPERATION
I intend to speak this evening of international cooperation and economic development. The problem of international cooperation acquires today new and important
features. This is due to the coexistence in the present world
economy of the three patterns of economic development
of which I: have spoken. It is she coexistence of countries
with a mpitalist system, countries with a mialist system,
and countries which follow what I call the national revolutionary pattern of devebpmenc The coexistence and at
the same time competition of the capitalist and socialist
systems, on one side, the question of economic underdwelopment and of national rwolutions with their economic
consequences, on the other side, pose new problems to the
worId economy.
The problems are essentially three. One is the problem
of international trade under conditions where there are
various economic systems and patterns of development in
world economy. The second is the problem of aid, and it
is usually formulated in terms of aid to the underdeveloped
countries which have undergone or are undergoing national
revolutions. The third problem is politid in origin, but
has important economic consequences, namely the problem

of disarmament.
It is this last problem which I shall consider first. I shaD
consider it first bemuse disarmament has become the paramount politid problem of our day and because its economic
consequences wiH have important repercussions on inter27

national t i d e and &.on the problem of action on behalf
of under&veloped countries. I do not intend to discuss
here the political aspect of the problem of disarmament.
With the destructive power of modern weapons, the problem of disarmament has become a problem of life and
death for the human race: I think it is sufficient to mention
this insofar as its political aspect goes. But there are emnomic problems involved in disarmament. These problem
have a different aspect in socialist and in mpidist economies.
Radical and rapid diparmament undoubtedly creates certain economic problems in a socialist economy. The problem are those of reallocation of large resources-industrial
plants, equipment, raw materials, and also human manpower-from production for armament to production for
non-military purposes. Obviously, when such reallocation is
to take place rapidly on a large scale, there arise certain
problems of readjustment, of new directions of production,
of transfer of manpower, of organization of economic activities. In a socialist economy these problems are largely
problems of proper planning and management of the national economy. The difficulties are of a character which
economists usually denote by the word frictions. There are
a11 kinds of frictional obstacles invoIvd in the transfer of
manpower and reallocation of resour-. With proper planning, however, and proper managerial skill, they can be
overcome.
T h e problems are more complicated in the capitalist
economy. There, too, frictional difliculties arise. But in
addition a special type of problem arises which is peculiar
to the mechanism of the capitalist economy. This is the
question of e k t i v e demand. A large-scale and rapid reduction of expenditures for armaments reduces the demand
for the products of armament industries. These reduce their
output and employment, and this leads to a reduction of
effective demand by the population. This tends to result

in a further reduction of demand for consumer goods and
for investment gads. This, in turn, leads to further reductions in output and employment. The p m c a may become
cumulative, causing a recession or even a depression and,
consequently, mass unemploymen~Therefore we find in
the Ieading capitalist countries, particularly in the U.S..
serious apprehension concerning the economic consequences
of disarmament. Frequently we observe that whenever the
political situation becomes favorable to prospects of disarmament, quotations on the stock exchange begin to fall.
This, however, does not imply that it is definitely impossible for the capitalht countries to carry out disarmament without running into recession or even depression.
It only implies that under conditions of capitalist economy,
disamament must be accompanied by certain measures of
economic policy which are designed to counterbalance, to
compensate the falling off of effective demand and to prevent it from generating a cumulative reduction of economic
activity. This is pwsible by means of internal measures activating investment, public or private, and also by certain
measures in the field of international economic cooperation.
It L about the last mentioned measures that 1 want to speak.
One such measure is an increase in international trade,
another is planned action to aid the economic progras of
underdeveloped countries. I believe that measures of economic policy in these two fields can compensate in the cap
italist economies for the decline of effective demand caused
by disarmament; moreover, they can even overcompensate it,
and create new conditions for economic development. At
the same time, disarmament in the leading capitalist and
socialist countries can free important resources which can
be utilized in an international program of economic development of the less developed areas of the world. Various
proposals have been made to use part of the financial and
physical resources saved by disarmament to promote emnomic development in those areas of the world which most

need such development. Consequently, consideration of the
economic implications of disarmament leads us to the prob
lem of international trade and to the problem of planned
aid to underdeveloped countries.
Let us consider the question of international trade. After
World War 11, international trade suffered very much because of the Cold War. The Cold War, for a certain period,
has greatly reduced, and in certain m s e s almost stopped,
trade between capitalist and socialist countries. It has also
affected very strongly the foreign trade possibilities of the
underdeveloped countries in Asia, M a , and Latin America. For the trade connections of these countries have been
subjected, or at least attempts have been made to subject
them, to considerations of Cold War policies imposed by the
great capitalist powers. In the last few years the international political atmosphere has improved, there has been
considerable relaxation of international tension, and many
of the underdeveloped countries have emancipated them.
selves from the iduence of CoM War pressure. The emancipated countries have used their newly won freedom in
economic policy to develop trade relations not only with
capitaIist but also with socialist countries, thus extending
their area of choice of trade partners and so gaining a
better position in interaationa1 trade relations.
But we still are far from having exhausted the opportunities of expanding international trade. In Europe, for
instance, the trade between the countries of Eastern and
Western Europe, though it has increased in the last years,
is far below the potential possibilities. T h e situation is wen
worse in Asia where many countries are still prevented born
maintaining normal trade relationships with socialist muntries, particularly with China. Consider the absence of any
significant trade between Japan and China, which, horn the
point of view of economic geography, is sheer nonsense.
The development of foreign trade relations unhampered
by considerations of the Cold War can provide for all part-

ners concerned great opportunities of economic progress.
The most important factor in this fieId is the rapid development of the socialist economies. It may suffice to say
that the present five-year plans of the swialist countries
imply that by 1965 approximately half of the world's industrial output will be produced in the socialist countries.
As socialist countria comprise 35 percent of the world's
population, this means that p a capita output in the
cialist countria wil1 by 1965 be higher than in the rest
of the world, though not higher than in tbe most highly dc
veloped countries of Western Europe and the U.S.
Of the whole population of the warld, 19 percent live in
the developed capitalist countries, 65 percent Iive in the
socialist countries, and 46 percent live in countries which
were untii recently dependent on the leading capitalist
countries and now are in various stages of their process of
emancipation or of struggle for emancipation. Given this
situation, it is obvious that the socialist countries will increasingly provide a market for exports as well as a source
of supplies, particularly in the field of industrial products.
Thus if we manage to remove the restrictions on international trade which have been built up during the Cold War,
we may look forward to a quite important inmase in international trade.
This is prticularly important for the underdeveloped
countries, especially for countries which are exporters of
raw materials and in whose economic life the exports of
raw materials play an important part. These countries have
suffered in the last few yeam very heavily from a fall in
prices of raw materials. Thus in the period from I953 to
1958 raw material prices fell by 7 percent, while industrial
prices rose by 4 percent. In the two years of the last economic recession in the leading capitalist countries, 1957
and 1958, the raw material exporting countries lost, in consequence of the fall of their export prices, $2 billion each
year. This shows the importance of foreign trade conditions
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for the underdeveloped countries. It turns out that during
the years 1957 and 1958 the loss suffered by these countries
due to the fall of prices of the raw materials exported was
equal to the amount of loans obtained from the International Bank for Reconstruction and Development over
the last 6 years. The lass due to the fall in export price
probably counterbahxed, and maybe even surpassed, the
amount of foreign loans the underdeveloped countries received. Thus regdarization and expansion of foreign trade
is essential to the economic proof the underdeveloped
parts of the world.
This, however, is not sufficient. In addition, the underdeveloped countries need capital from the more advanced
countries. Speaking of the need of foreign capital for the
underdeveloped countries, it must be clearly realized that
economic development of these countries cannot be based
on foreign aid. It must be based on the mobilization of internal resources. If we really want to develop all that part
of the world in which 46 percent of humanity live, then
the capital resources which both the leading =pitalist countries and the leading socialist countria can put at the disposal of such a development are insufficient. Therefore,
the internal effort of capital ammuktion must be the basis
of economic development. However, foreign capital may
play an important auxiliary role, facilitating the situation
particularly in the so-called takeoff period, and even in the
early period of self-sustained development. It is just in such
an early stage of development that machinery and raw materials are needed, while the industries are not yet ready
to provide sufficient products for export purposes. In such
a transitional p a i d , foreign capital aid may be of great
and even crucial importance.
With regard to foreign capital, we have to face one very
important fact. This is the decline in the role of private
international capital movements. This decline is of structural and permanent character, It is the result of the very
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process of emancipation of the former colonial or other-

wise dependent countries, of their embarking upon the
national revolutionary road of development. Under these
historic conditions, the requirements of private capitat ready
to be invested in such counmies, and the requirements of
these countries as to what they expect horn foreign investment are very difkrent and not easy to reconcile.
In the imperialist period, the period that started with
the last quarter of the 19th centuq, private capital investment in underdeveloped countries did not follow the classical pattern which is described in the old eeconomia textbaoks. It was investment of monopoly capital reaping
exceedingly high profits, not due to its economic contribution but through political domination over the wunrry
in which the investment was made. Political domination
provided the monopoly privileges and possibilities of excluding competition of capital from other countries. This
also led to the consequence that foreign capital investment
was largely of a peculiar colonial type and did not set in
motion a prmess of development of the economy of the
dependent countries.
With the progresil of the movement for emancipation
born colonial and imperialist domination, these t e r m of
investment became impossible. What was a very important
inducement to investment in the less developed countries
-the particular privileges foreign capital enjoyed4isap
peared. In addition, another problem emerged, namely,
the problem of safety of the foreign investment, safety of private foreign capital. This problem of safety had arisen
by the early period of capital exparts in the 19th century.
At that time it was a question of protecting investment
from the mpidist countries in the less developed countries
against arbitrary expropriation and restrictions imposed by
precapitalist governments of a feudal or even more primitive type. The desire to assure the safety of investment became a powerful force behind colonial expansion, behind
33

establishing colonial or other forms of domination in the
countries where precapitalist conditions prevailed.
Later, there came a priod when international private
inmtments flourished. These invetments, however, increasingly became monopolistic in character. At present a new
concern a b u t the safety of private investments arise: the
concern about their safety from nationalization, Financial
circles in the leading capitalist countries, when asked about
investment in the underdeveloped areas of the world, always put the question of guaranteeByarantea first of all
against nationalization. Here the basic conflict between the
requirements of private investors from the leading capitalist
countria and of the countries entering upon national revolutionary development becomes apparent.
Of course, certain guarantees can be given by national revolutionary governments to various foreign capitalist groups.
Such parantea, however, must of necegsity be resmicted
to certain p u p s and limited in scope. For the national
revolutionary governments cannot give guarantees which
would prevent the national revolutionary states from exercising their sovereignty in determining their own pattern
of economic development. The requirements a£ economic
development of the national revolutionary countries differ
from the interests of foreign =pita1 investors. This fact is
crucial in the historic period in which we live, and it puts
a limitation on the p i b i l i t i e s of developing international
private apital movements to the underdeveloped countries
on a Iarge sale. Such movements are not entirely i m p
sible, but their role is limited and on the decline. They
can no longer play the historic role of an important factor
in economic development, Their s i g n h n c e becomes of
secondary or wen tertiary importanm.
One aspect of international private investments deserves
particuIar attention. The classiml type of foreign investment
by the leading mpitalist countries was direct investment.
But precisely for reasons of maintaining and asserting their
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national sovereignty, the new independent countries want
loans rather than direct investments. This factor limits very
strongly the future of private capital investments.
The international investments which increasingly dominate the scene in the present period are of two types. One
is investment based on bilateral agreements between state
and state. This type of investment is today adopted by the
socialist countries in their relations with the countries following the national revolutionary pattern of development,
as, for instance in the case of the Soviet Union and the
United Arab Republic in constructing the Aswan High
Dam. The same type of investment rhea in importance even
in relations between apitalist countries and the national
revol~~tionary
countries. A relation of state to state or sometimes a relation of private capitalist in the capitalist countries to the state in the national revolutionary countries
occurs today with increasing frequency.
The type of investment mentioned increasingly replaces
in importance the private capital investments of the classical type. Direct investments of private capitalists in the less
developed countries cede their place to Ioans by private
capitalists or by tbe state to the newly independent states.
In the field of international investments an important development has taken place. This development is the result
of the entrance of the socialist countries, in particular of
the Soviet Union, the largest of them, into the field of aid
to countries developing according to a national revolutionary pattern. The aid of the Soviet Union and of other socialist countria has already influenced, and will increasingly iduence, the types of investment made by the
capitalist countries in the countries following the national
revolutionary pattern of development.
This has become quite clear, far instance, in the case
of India; also the United Arab Republic may serve as an
example. The active role of the socialist countries, particularly of the Soviet Union,in promoting capital aid to the

national revolutionary countries has caused a change in the
investment policy of the leading capitalist states and of the
leading private capitalist group. It has forced these states
and groups to abandon to a certain extent the old type of
colonial investments, and to adopt types of investment which
are directly conducive to the development of the industrial
potential of the new countries. In the case of India, the policy of the leading capitalist groups in Great Britain was
rather adverse to fostering industrial development and particularly the development of heavy industries. But the moment the Indian state started to develop a steel industry
with investment aid horn the Soviet Union, British capitalists were quite ready to come in and provide a loan for
the development of the Indian steel industry.
The foreign aid policy of the socialist countries bas forced
capitalist countries and private capitalist monopolies to revise their investment policy in a way beneficial to the development of the national revolutionary countries. This
process is onIy in the beginning: it works already in India
and in the United Arab Republic; but it stiII does not work
in many other underdeveloped countries. I a m sure, however, that we are seeing the beginning of this process, and
the greater the activity of other socialist countries and of
the Soviet Union in this field, the more the leading capitalist groups and their governments wiII have to revise their
investment policies. There arises, however, the problem of
coordination of such international investment activities,
and in particular the problem of an international progriirn
of development for those areas in the world economy which
are still heavily underdeveloped. Such a coordinated international investment program would have to be undertaken
by, or at Ieast under the auspices of, international organizations.
For quite some time, the countries of Asia, Africa, and
Latin America have been demanding that the United Nations set up an agency to finance development projects in

these countries. Certain step have been taken in this field
by the United Nations, though they are of a very limited
character. But should disarmament really be carried out on
a large scale, some paxt of the resources thus saved in the
budgets of various countries might be used for purposes
of international economic development. If this happens,
the question of international investment projects financed
by international agencies will become of inaeasing importance. Thus we may look forward toward a future where
important international economic development is financed
by funds provided through international agencieri. That
means, of course, through agencies in one way or another
under the auspices of the United Nations. However, though
it seems to me that such a prospect is clearly on the horizon,
I think that the situation at the moment is not yet ripe
for it. The latest experience of the United Nations action
in the t2ong.o has shown that the United Naticms executive
organs are not yet a truly international M y . They are
used to reassert colonial or newolonial policies. In the
long run, the United Nations undoubtedly will play an
increasing role in the planning and financing of international economic development. But at the moment the
United Nations executive machine is still too much under
the influence of imperialist and colonial powers to be suitable for such a cask. Notwithstanding, the process of maturing of the United Nations Organization wiIl proceed.
With the increase of the economic and political signifimnce
OE the struggle for colonial emancipation and of national
revolutionary countries, together with the further growth
of the economic potential and of the poIitical significance
of the swialist countries, the United Nations will gradually mature to perform this new task.
We can look forward to the United Nations becoming
a truly international agency which will no longer be capable of being used for purposes of reasserting colonial or
semi-colonial policies, as unfortunately was the case re-

cendy. 'Then the United Nations will be able to play its
role as an instrument of international economic cooperation and international planning and financing economic
development.
International cooperation for economic development is
not limited to action in the underdeveloped areas of the
world. Even the most developed countries in the world
could benefit from such action. Countries like the United
States and the Soviet Union which today are the leading
industrial powers of the world mn a h undertake common
projects of economic development. Actually, various scientists have already proposed such projects, as for instance
connecting the United States, the Soviet Union, and Westem Europe by railway through Alaska and the Asian and
European continents.
I do not want to evaluate the technical or economic feasibility of such projects. I just mention them to show that
even the most developed industrial countries can find a
useful field of commonly planned economic cooperation.
There is also the possibility of economic cooperation in the
field of scientific and technical research which will rise in
importance. Already we have reached a situation where
certain fields of scientific and technical research, like the
utilization of atomic power or the conquest of space, are
not accessible to smaller countries simply because they do
not have sufficient economic resources for such research.
The time will come when even the largest countries will
not be able to aiTord the expenses in certain fields of scientific and technical research and will have to pool their
resources. But already at the present stage smaller countries
rvhich are interested in cooperation in the scientific and
technical field may pool heir resources. In particular, countries which follow the national revolutionary pattern of
development may wish to pool resources on a regional basis.
This brings me to the question of cooperative regional
arrangements for economic development. S I I Cregional
~
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rangcments may play an important role-regional arrangements by which certain countria p l their re%ourcm
to provide for economic development. Cooperation on a
broader geographical d e d e p t h on the political situation; it requires relaxation of international tension and
peaceful coexistence between countries following different
patterns of development. Such coexistence opens great possibilities for concerted action in the field of economic deve1opment.
One thing, however, has to be made clear, namely, what
p c e f u l coexistence and cooperation a n mean and what
it annot mean. It can mean all that I have said about
pooling resources for international development p b to
the benefit of aII the partners concerned. It cannot mean
a stoppage of processes of s d a l pmgrm and smial change.
International cooperation is not possible on the tmm that
the smuggle for emancipation &om coIonial rule should
be stopped, and that nations which have not yet gained
their independence should give up tbeir aspirations and
objectives. Neither is international cooperation p s i b l e on
the t e r m that sucial changes do not take place in countries
where they are mature, where the economic and d a l :
structure requires them and the population wants them.
Economic cooperation mnnot imply a hezing of the status
quo of imperialist, colonial domination or of antiquated
economic and social s y s m .
T o expect that would be unrealistic; we must face the
realities of the situation. Peaceful coexistence and international cooperation, however, can mean that changes
which become n e c q and cannot be prevented take
place through peaceful means and in a way which does
not make them a cause of increase of international tension,
and in particular a =use of war. This is what we realistically a n hope for: a situation whereby means of international cwperation, necessary political and economic adjrrstmmts. national emancipation, and economic and social
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progress are achieved in a peaceful way. T o be workable,
it must be a situation in which progress continues, and in
which the people of the world improve their economic, social, and cuItural situation. This is the type of international
cooperation we all can look forward to realistically, coop
eration which we can expect and which certainly is worth
striving for.
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